
Rebuilding Household Wealth: 
Implications for Economic Recovery 



Craig K. Elwell 

Specialist in Macroeconomic Policy 
September 13, 2013 



Congressional Research Service 

7-5700 

www.crs.gov 

R43228 

CRS Report for Congress 

Prepared for Members and Committees of Congress 



Rebuilding Household Wealth: Implications for Economic Recovery 



Summary 

The pace of economic recovery from the 2007-2009 recession has been historically slow. Over 
four years of recovery, the annual rate of growth of real gross domestic product (GDP) has 
averaged 2%, well below the 3% to 5 % typical of other post-WWll recoveries. As a result, the 
output gap — the difference between what the economy could produce and what it actually 
produced — has only declined from a high of 8.1% in mid-2009 to a still large 5.8% in mid- 2013. 
Slow growth of output has translated into a slow reduction of unemployment. 

The recovery has persisted, in part, due to support to aggregate spending by policies of fiscal and 
monetary stimulus. However, fiscal stimulus has steadily dissipated since 2010 and in 2013 the 
federal budget has turned contractionary. While monetary policy is expected to remain stimulative 
through 2013, it is unlikely to add to that stimulus to counteract the increasing drag of falling 
federal budget deficits on economic activity. Therefore, sustaining the recovery’s momentum in 
the remainder of 2013 and into 2014 may require a greater push from private spending, 
particularly household consumption spending. 

In the aftermath of the 2007-2009 recession, which involved a substantial loss of net worth and 
increase in the burden of debt, households’ actions to repair their severely damaged balance 
sheets by reducing debt and building wealth is thought by many economists to be a key factor 
dissipating the strength of consumer spending. Although this repair is necessary for building a 
stronger economy in the long run, it has slowed the economy-wide recovery and job creation in 
the short run. 

Where households currently stand in repairing their balance sheets is likely to influence the 
strength of consumer spending going forward. If substantially complete, it would point to the 
prospect of stronger consumer spending and increased momentum of the economic recovery; but 
if substantial wealth building is still needed, it would diminish that prospect. 

A number of indicators paint a mixed picture of the prospect for stronger consumer spending. 
Despite clear progress, more repair of the severely damaged household balance sheet may be 
needed before households begin to spend at a faster pace. The typical household has likely only 
seen modest improvement in its net worth in large measure because the value of real estate, most 
often the largest asset it holds, has only recently been increasing. The rebound of the housing 
market portends progress for the typical household rebuilding its wealth, but it is unlikely that this 
process will be completed in 2013, making it also likely that tepid spending by consumers will 
continue. 

Determining the state of household net worth has implications for the optimal policy response 
going forward. If household net worth is judged to have not fully recovered from the damage 
incurred in 2007-2009, particularly for the typical household, some may regard this as an 
indicator of a continuing need for macroeconomic policy to provide stimulus to maintain the 
recovery’s upward momentum. It could also have implications for federal policy measures that 
are aimed at providing direct help in removing the burden of household debt through programs 
that restructure mortgage debt. 
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Introduction 

Congress was an active participant in the policy responses to the 2007-2009 recession and its 
aftermath and has an ongoing interest in macroeconomic conditions. Current macroeconomic 
concerns include whether the economy is in a sustained recovery, rapidly reducing 
unemployment, and speeding a return to normal output and employment growth. 

Faced with fiscal consolidation and limited further impetus from monetary policy, the momentum 
of the current economic recovery will likely be determined by the strength of spending by the 
private economy, particularly the strength of consumer spending. In the aftermath of the deep 
2007-2009 recession, involving a huge loss of net worth and a large increase in the burden of 
debt, households’ actions to repair their balance sheets is thought by many economists to be a key 
factor dissipating the strength of consumer spending and, in turn, slowing economy-wide 
recovery and job creation. Where households currently stand in repairing their balance sheets is 
likely to have a strong effect on the strength of consumer spending. If substantially complete, it 
would point to the prospect of stronger consumer spending and increased momentum of the 
economic recovery; but if substantial wealth building is still needed, it would diminish that 
prospect. 

This report begins with a discussion (accompanied by graphics) of the slower than normal pace of 
the ongoing economic recovery and the likely role in that of weak consumer spending forced by a 
shaip loss of household net worth during the recession and the subsequent need to rebuild that 
lost wealth. Next, the report examines (also accompanied by graphics) where balance sheet repair 
currently stands, paying particular attention to the composition of assets that have been 
accumulated and the degree of debt reduction achieved. The report then considers the near-term 
prospect for stronger consumer spending and more rapid economic recovery. The report 
concludes with a discussion of the possible implications of household balance sheet repair for 
economic policy. 



Background: Household Wealth and 
Economic Activity 

A Deep Recession and a Slower Than Normal Recovery 

The 2007-2009 recession was long and deep, and according to several indicators was the most 
severe economic contraction since the 1930s (but nevertheless much less severe than the Great 
Depression). When the fall of economic activity finally bottomed out in the second half of 2009, 
real gross domestic product (GDP) had contracted by approximately 5.1%, or by about $680 
billion. 

The pace of economic recovery from the recession has been lackluster. 1 Over four years of 
recovery, the annual rate of growth of real GDP has averaged 2%, well below the 3% to 5% 



1 See CRS Report, Economic Recovery: Sustaining U.S. Economic Growth in a Post-Crisis Economy, by Craig K. 
Elwell. 
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typical of other post-WWll recoveries. As a result, the output gap — the difference between what 
the economy could produce and what it actually produced — has only declined from a high of 
8.1% in mid-2009 to a still large 5.8% in mid- 2013 (see Figure 1). Slow growth of output has 
also meant a slow reduction of unemployment; down from a peak of 10. 1% reached in October 
2009, the unemployment rate remains near 7.5%, leaving 12 million persons still without a job. 2 

Albeit slower than hoped, the recovery has persisted. In part, steady growth was the result of 
support given to aggregate spending by policies of fiscal and monetary stimulus. However, fiscal 
stimulus has steadily dissipated since 2010 and in 2013 it has turned contractionary/ 1 And while 
monetary policy is expected to remain stimulative through 2013, it is unlikely to add to that 
stimulus to counteract increasing fiscal drag. Therefore, sustaining the recovery’s momentum in 
the remainder of 2013 and into 2014 may require a greater push from private spending, 
particularly household consumption spending. 



Figure I. Potential GDP (GDPPOT), Actual GDP, and the Output Gap 




Shaded areas indicate US recessions. 



Sources: Congressional Budget Office and Bureau of Economic Analysis. 



“ Data on real GDP are available from the Department of Commerce, Bureau of Economic Analysis, at 
http://www.bea.gOv/national/index.htm#gdp. Size of output gap is based on the Congressional Research Service (CRS) 
calculations using Congressional Budget Office (CBO) estimate of potential GDP, data for which is available at FRED 
Economic Data, St. Louis Fed, at http://research.stlouisfed.org/ffed2/series/GDPPOT. Data on unemployment and 
employment are available from the Department of Labor, Bureau of Labor Statistics, at http://www.bls.gov/. 

3 U.S. Congressional Budget Office, The Effect of Automatic Stabilizers on the Federal Budget as of 2013, March 13, 
2013, available at http://www.cbo.gov/publication/43977. In 2011, 2012, and the first half of 2013, the contribution to 
real GDP growth from spending by the federal government has been negative. See the Department of Commerce, 
Bureau of Economic Analysis, National Income and Product Accounts, Table 1.1.2, available at http://www.bea.gov/ 
national/index.htm#gdp. 
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Unusually Weak Consumption Spending 

Personal consumption expenditures historically constitute the largest and most stable component 
of aggregate spending in the U.S. economy. Since the 1980s, consumption spending’s share of 
GDP has averaged between 65% and 70% and during previous post-war recoveries consumption 
spending has typically increased at a 4%-5% annual pace. Typically, a strong rebound by the 
largest component of final demand was a central driver sustaining the momentum of economic 
recovery, causing a quick closing of the output gap opened up by the preceding recession, and a 
quick return to full employment. This recovery, however, has been characterized by relatively 
weak consumption spending by households, averaging a sluggish 2% annual pace for the four- 
year period. Several factors have likely contributed to households spending less vigorously in this 
recovery than in previous economic recoveries. Persistent high rates of unemployment have 
directly dampened spending by decreasing income for millions of households and more broadly 
dampened spending by eroding consumers’ confidence in their immediate economic prospects. In 
addition, shaip spikes in energy prices in 2010 and 2012 had significant negative effects on 
household budgets. 4 



The Impact of a Large Decrease in Household Wealth 

Many economists have argued that the most important factor making consumer spending in this 
recovery historically weak is that, unlike previous post-war recessions in which reduced 
household income impeded spending, the 2007-2009 recession carried with it an enormous 
decrease in household net worth (wealth) caused by the associated collapse of the housing and 
stock markets. The $542 billion or 5.3% decrease in disposable income during the recession was 
large but substantially smaller than the decline in aggregate household wealth, which decreased 
by $16.4 trillion or 26% (see Figure 2). 5 



4 See CRS Report, Economic Recovery: Sustaining U.S. Economic Growth in a Post-Crisis Economy, by Craig K. 
Elwell. 

5 Data on wealth and financial flows available at the Board of Governors of the Federal Reserve System, available at 
http://www.federalreserve.gov/releases/zl/Current/zlr-5.pdf. 
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